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OATH OR AFFIRMATION

I,__Philip ¥, Leung ‘ : ~_, swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Montrose Securities International , as

of October 31 ,2002 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

No exceptions

Prles  oenT

o lls T

Notary Public

PAMELA KAHN

D COMM. #1367754 m
2\ Notary Public-Calfornia O
3AN FRANCISCO COUNTY =
Hy Comm, Exp. Aug 3, 2006 J
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his report ** contains (check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(c} Statement of Income (Loss).

(d) Statement of Changes inFiiacieak ik Cash Flows.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital,

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation. .

(I) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).

X (o) Reconciliation of the Audited Net Capital Computation and the, Broker-
(o) Dea?ers CorrespondEng Unaugite ParthIA Net Eapltai Computation.
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GPH G. Paut HENDRIKS, mzs

CERTIFIED PUBLIC ACCOUNTANT

REPORT OF INDEPENDENT ACCOUNTANT
To the Shareholder of Montrose Securities International,

I have audited the statement of financial condition of Montrose Securities International,
as of October 31, 2002, and the related statements of operations and changes in -
stockholders’ equity and cash flows for the year ended October 31, 2002. The financial
statements are the responsibility of the Company’s management. My responsibility is to
express an opinion on these statements based on my audit.

I conducted my audit in accordance with auditing standards generally accepted in the
United States of America. Those standards require that [ plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material
misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. I believe that my audit provides a
reasonable basis for my opinion.

In my opinion, the financial statements referred to above, present fairly, in all material
respects, the financial position of Montrose Securities International, as of October 31,
2002, and the results of its operations and its cash flows for the year then ended in
conformity with accounting principles generally accepted in the United States of
America. .

My examination has been made for the purpose of forming an opinion on the basic
financial statements taken as a whole. The information contained in Schedules I, II, and
111 is presented for the purposes of additional analysis and is not a required part of the
basic financial statements, but is supplementary information required by Rules 17a-5 of
the Securities and Exchange Commission. Such information has been subjected to the
auditing procedures applied in the examination of the basic financial statements and, in
my opinion, is fairly stated, in all material respects, in relation to the basic financial
statements taken as a whole.

%

December 10, 2002




MONTROSE SECURITIES INTERNATIONAL
STATEMENT OF FINANCIAL CONDITION
October 31, 2002
ASSETS

Cash

Receivable from broker-dealers

Non marketable securities at cost

Prepaid expenses

Office equipment net of accumulated
depreciation of $83,165

- Organization costs net of accumulated
amortization of $6,797

Deposits and other assets

LIABILITIES AND STOCKHOLDER'’S EQUITY

Accounts payable and accrued liabilities
Commissions payable
Income taxes payable

Total liabilities
Stockholder’s Equity:
Common stock — no par value; authorized 100,000 shares,
issued and outstanding, 1000 shares
Retained earnings
Total stockholder’s equity

Total liabilities and stockholder’s equity

The accompanying notes are an integral part
of these financial statements

$488,694
208,933
31,900 -
14,500

15,397
0

5,035
$764,459

$ 2,625
412,410
11,301

426,336

$764,459




MONTROSE SECURITIES INTERNATIONAL
STATEMENT OF OPERATIONS

For the year ended Octpber 31, 2002

Revenue
Commissions
Trading gains (losses)
Interest and other

Total revenue

Expenses
Compensations and benefits
Clearance fees
Occupancy
Information services
Office expenses
Professional fees
Travel and promotion
Regulatory expenses
Depreciation and amortization

Total expenses
Income before taxes on income
Income tax provision

Net income

* The accompanying notes are an integral part
of these financial statements

$3,062,021
(751)
14,358

3,075,628

1,924,409
888,378
66,364
46,191
32,961
18,341
52,363
3,322
19,324

3.051.653
23,975

8.200

$ 15,775




MONTROSE SECURITIES INTERNATIONAL

STATEMENT OF CHANGES IN STOCKHOLDER'’S EQUITY

BEGINNING BALANCE
November 1, 2001

Net income (loss)

ENDING BALANCE
October 31, 2002

Common
Stock -

$ 30,000

$ 30,000

For the year ended October 31, 2002

Retained Stockholder’s

Earnings Equity

$292,348  $322,348
15.775 15.775

$ 308,123  $338,123

The accompanying notes are an integral part

of these financial statements




MONTROSE SECURITIES INTERNATIONAL.
STATEMENT OF CASH FLOWS
For the year ended October 31, 2002
Cash flows from operating activities:
Net income ‘ $ 15,775

Adjustments to reconcile net loss to net
cash provided by operating activities:

Depreciation and amortization 19,324
(Increase) decrease in receivable from
broker-dealers 114,040
(Increase) decrease in marketable securities . 71,700
(Increase) decrease in prepaid expenses (14,500)
Increase (decrease) in accounts payable (3,140)
Increase (decrease) in payable to
broker-dealers : (6,008)
Increase (decrease) in commissions payable 353,660
Increase (decrease) in income taxes
payable 8.286
Net cash provided (used) by
operating activities 495.137
Cash flows from investing activities v
Purchase of furniture and equipment (7.788)
Net cash flows used by :
investing activities (7.788)
Net increase in cash 487,349
Cash at beginning of period 1,345
Cash at end of pericd $ 488,694
Supplemental information:
Income taxes paid $§ 900

The accompanying notes are an integral part
of these financial statements




MONTROSE SECURITIES INTERNATIONAL
NOTES TO FINANCIAL STATEMENTS
October 31, 2002

Note 1) Organization

The Company was incorporated on November 22,1993 in the state of California. In
December 1993, the Company became registered with the Securities and Exchange
Commission as a broker-dealer in securities pursuant to Section 15 (B) of the Securities
and Exchange Act of 1934. In April 1994 the Company became a member of the National
Association of Securities Dealers. The company commenced securities transactions in

August 199%4.

Note 2 Summary of Significant Accounting Policies
The financial statements are prepared on the accrual basis of accounting.

Transactions in securities are recorded on a trade date basis. Marketable equity securities
are valued at the quoted market value of the securities. Equity securities without readily
determinable fair values are stated at cost.

Office equipment is depreciated on a straight line basis over a period of five years.

Organization costs are amortized over sixty months beginning with the commencement
of its business.

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make assumptions that affect certain reported amounts
and disclosures. Actual results could differ from these estimates.

Note 3) Non Marketable Securities

During the year ended October 31, 2002 the Company held investments totaling $31,900
in one company which is not readily marketable and are not traded on any exchange. The
value of these securities have been stated at cost.




MONTROSE SECURITIES INTERNATIONAL
NOTES TO FINANCIAL STATEMENTS
October 31, 2002
Note 4) ‘ . Income Taxes
Income taxes computed on taxable income are $5,200 and $3,000 for Federal and

California State purposes, respectively.
The income provisions for income taxes consists of the following: -

Current Deferred | Total

Federal income taxes $ 5,200 $ 0 $ 5,200
State income taxes 3.000 0 3,000
Total $ 8,200 $ 0 $8200

As of October 31, 2002, the Company had paid $900 in state franchise tax for the year.
All income taxes due for prior years have been paid in full.

The income taxes payable consists of the following:

Current Deferred Total

Federal income tax $ 6,400 $ 2,301 $ 8,701
State income tax 2.600 0 2.600
Total $ 9,000 $ 2,301 $11,301

The deferred tax liability results from temporary differences related to the use of
accelerated methods of depreciation of furniture, fixtures and equipment for income tax

purposes .

Note 5) Net Capital Requirements

The Company is required to maintain minimum net capital as defined by rule 15¢3-1 of
the Securities and Exchange Commission. On October 31, 2002, the Company’s net
capital was $271,291, the amount of which is $242,854 in excess of the required net
capital. The Company’s ratio of aggregate indebtedness to net capital also may not
exceed 15 to 1. On October 31, 2002, the Company’s net capital ratio was 1.57 to 1.




MONTROSE SECURITIES INTERNATIONAL

NOTES TO FINANCIAL STATEMENTS

October 31, 2002
Note 6) Concentration of Credit Risk

The Company maintains cash balances with a financial institution in San Francisco,
California. Deposits at financial institutions are insured by the Federal Deposit Insurance
Corporation (FDIC) for amounts up to $100,000. As of October 31, 2002, the Company
had uninsured cash balances from excess funds on deposit over applicable insurance
limits of $388,694.

* Note 7) Exemption from SEC Rule 15¢3-3

Management believes that the Company has complied with provisions for exemption
from SEC Rule 15¢3-3 throughout the period from incorporation through October 31,
2002.

Note 8) Lease Obligations v

The Company currently leases office space which is accounted for as an operating lease.
This lease is for the term of twenty-two months commencing June 1, 2001 and provides
for the basic monthly rent of $5,035 plus 0.154% of designated common building
expenses. The lease expires March 31, 2003.

Future minimum lease payments under this operating lease is as follows:

Year ended Amount
October 31, 2003 $25.174
Total $25,174

10




Firm Name: MONTROSE SECURITIES INTERNATIONAL

Firm ID: 035603

FOCUS REPORT —-PART II

SCHEDULE I
Page 1 of 2

as of October 31, 2002

1 Total ownership equity

2 Deduct o/e not allowable for net capital
3 Total o/e qualified for net capital ‘
4

Add:

A Allowable subordinated liabilities
B  Other deductions or credits
Description

W

oawp

7 Other additions and/or allowable credits
Description

o0

QW

Debt securities
Options
Other securities

£ DN

m o

Other

Description:

10 Net Capital

Total cap & allowable subloans
6 Deductions and/or charges

Total non allowable assets
Security demand note deficiency
Commodity futures contracts- proprietary cap charges
Other deductions and/or charges

Total deductions and/or charges

Net capital before haircuts

9 Haircuts on securities:
Contractual commitments
Subordinated debt

Trading and investment securities
Exempted securities

Undue concentration

Amount

§ 66,832

Amount

Amount $

$ 338,123

338,123

338,123

66,832

271,291

§ 271,291

11




FOCUS REPORT ~PART II

Firm Name: MONTROSE SECURITIES INTERNATIONAL
Firm ID: 035603

SCHEDULE I
Page 2 of 2

as of October 31, 2002

11
12

13

14

15

Minimum net capital requirement: (based on
Aggregate Indebtedness)

Minimum Dollar Requirement
Net capital required (greater of line 11 or 12
Excess net capital (line 10 less line 13)

Excess net capital @ 1000% (net cap — 10% of Al)

Computation of Aggregate Indebtedness

16

17
A
B

C

19

20
21

Total Al liability from balance sheet

Add:

Drafts for immediate credit

Market value of securities borrowed where no
equivalent value is paid or credited

Other unrecorded amounts
Descriptions Amount

Total Aggregate Indebtedness
Percentage of aggregate indebtedness to net capital

Percentage of aggregate indebtedness to net capital
after anticipated withdrawals

242,854

228,657

426,336

426,336
157

157

12




SCHEDULE I
MONTROSE SECURITIES INTERNATIONAL
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS

FOR BROKER-DEALERS UNDER RULE 15¢3-3
October 31, 2002

An exemption from Rule 15¢3-3 is claimed based upon section (k) (2) (B). )
All customer transactions are cleared through other broker-dealers on a fully disclosed
basis. The Company clears its securities transactions through HSBC James Capel, Inc.,
Dresdner Kleinwort Securities, Lehman Brothers and Merrill Lynch.

INFORMATION FOR POSSESSION OR CONTROL REQUIREMENTS UNDER
RULE 15¢3-3

Not applicable.

I3




SCHEDULE 1II

MONTROSE SECURITIES INTERNATIONAL
RECONCILLIATION OF THE AUDITED NET CAPITAL COMPUTATION

AND THE BROKER-DEALER’S CORRESPONDING UNAUDITED PART A
NET CAPITAL COMPUTATION

October 31, 2002

(Additional Information)
Net capital per unaudited statements v $275,491
Add: (deduct) audit differences:
Decrease in employee benefits 14,500
Increase in income tax provision (4,200)
Increase in non allowable assets (14.500)
Net capital per audited financial statements $271,291

The accompanying notes are an integral part
of these financial statements

14




GPH G. Paur HENDRIKS, wsa

CERTIFIED PUBLIC ACCOUNTANT

Report of Independent Public Accountant

To the Shareholders of Montrose Securities International:

In planning and performing my audit of the financial statements of Montrose

Securities International, for the year ended October 31, 2002, I considered its internal
control, including control activities for safeguarding securities, in order to determine my
auditing procedures for the purpose of expressing my opinion on the financial statements
and not to provide assurance on the internal control.

- Also, as required by Rule 17a-5 (g) (1) of the Securities and Exchange Commission
(SEC), I have made a study of the practices and procedures followed by the Montrose
Securities International, including tests of compliance with such practices and
procedures, that I considered relevant to the objectives stated in Rule 17a-5(g), (1) in
making the periodic computations of aggregate indebtedness and net capital under Rule
17a-3(a) (11) and the procedures for determining compliance with exemptive provisions
of Rule 15¢3-3. Because the Company does not carry securities accounts for customers or
perform custodial functions relating to customer securities, I did not review the practices
and procedures followed by the company in any of the following:

(1) = Making the quarterly securities examinations, counts, verifications and
comparisons ’

(2)  Recordation of the differences required by rule 17a-13

(3)  Compliance with the requirements for prompt payment for securities of
Section 8 of Federal Reserve Regulation T of the Board of Governors of
the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining an
internal control and the practices and procedures referred to in the preceding paragraph.
In fulfilling this responsibility, estimates and judgements by management are required to
assess the expected benefits and related costs of controls and of the practices and
procedures referred to in the preceding paragraph and to assess whether those practices
and procedures can be expected to achieve the SEC’s above-mentioned objectives. Two
of the objectives of internal control and the practices and procedures are to provide
management with reasonable but not absolute assurance that assets for which the
company has responsibility are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management’s
authorization and recorded properly to permit the preparation of financial statements in
accordance with generally accepted accounting principles. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

15




Because of the inherent limitations in internal control or the practices and procedures
referred to above, errors or fraud may occur and not be detected. Also, projection of any
evaluation of them to future periods is subject to the risk that they may become
inadequate because of changes in conditions or that the effectiveness of their design and
operation may deteriorate. :

My consideration of the internal control structure would not necessarily disclose all
matters in internal control that might be material weaknesses under standards established
by the American Institute of Certified Public Accountants. A material weakness is a
condition in which the design or operation of the specific internal control components
does not reduce to a relatively low level the risk that error or fraud in amounts that would
- be material in relation to the financial statements being audited may occur and not be
detected within a timely period by employees in the normal course of performing their
assigned functions. However, I noted no matters involving internal control, including
control activities for safeguarding securities, that I consider to be a material weakness as
defined above.

I understand that practices and procedures that accomplish the objectives referred to in
the second paragraph of this report are considered by the SEC to be adequate for its
purposes in accordance with the Securities Exchange Act of 1934 and related regulations,
and that practices and procedures that do not accomplish such objectives in all material
respects indicate a material inadequacy for such purposes. Based on this understanding
and on my study, I believe that the Company’s practices and procedures were adequate at
October 31, 2002 to meet the SEC’s objectives.

This report is intended solely for the information and use of management, the SEC, the
National Association of Securities Dealers, Inc., and other regulatory agencies that rely
on Rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of
registered broker dealers, and is not intended to be and should not be used by anyone
other than these specified parties.

) pu)

G. Paul Hendriks, CPA
San Rafael, California
December 10, 2002
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